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PROCEEDI NGS

MR. LAY: Good norni ng.

[ Chorus of good nornings. ]

MR. LAY: Good norning.

[ Chorus of good nornings. ]

MR. LAY: |1'mglad a nunber of you canme to our
al | -enpl oyee neeting today, and as we started particularly
wi th our enpl oyee neeting in London back in February, this
is a true worl dw de Enron enpl oyee neeti ng.

We are connected in, of course, video conferencing
wi th a nunber of |ocations--Buenos Aires, Chicago, Costa
Mesa, Denver, San Juan, San Ranon, Sao Paulo. And at those
| ocations, for those of you there, I'mtold, at |east, that
you're getting a good video conference of the neeting here,
but of course we apparently cannot comrunicate verbally with
you, as far as taking your questions, but they are setting
up nethods to get other questions to us.

We have a nunber of other |ocations tied in, of
course, through our 1P/ TV webcast to enpl oyees in the Enron

bui l ding, for those that couldn't make it over here, as wel
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as enpl oyees in Qmaha, Portland, New York, G eenw ch.
Greenwi ch is the headquarters of our new business, the new
power conpany, which we'll talk a little bit about this
nor ni ng, Toronto, London, Stockholm Frankfurt, Ansterdam
and Madrid, so quite a conbination of cities hooked into
this session, and we are delighted that all of you would
take a few mnutes to spend with us so that we can update
you, as well as take--take a | ot of questions that | know
are on the mnds of several.

Now et me say there are still a few seats
particularly down towards the front on the right-hand side,
probably also on the outer areas there. There are people
still comng in, but we clearly have a full house.

For those of you that may not have been here that
| ong, these neetings usually run about an hour and a hal f.
W try tolimt themto that, as a matter of fact, just so
you'll know. If you need to get up and slip out before the
hour and a half is up or it gets too boring or whatever,
why, just go for it.

[ Laught er.]
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MR. LAY: Okay. This norning we're going to talk
about a nunber of things. W're going to talk about the
financi al performance of the conpany, sone of the recent
devel opnents, sone very exciting recent devel opnents to
continue to set us up for really strong future growth, the
operating highlights and gl obal strategy, and then sone
recent things, both internally and externally, that we think
we'd like to share with you, in case you haven't seen it.
And, again, today Jeff, Joe, and | will kind of split up the
presentation, and al so, of course, share in answering the
vari ous questions.

For the second quarter this year, we again had an
out standi ng quarter, as nost of you know. Qur revenues were
up about 75 percent, net inconme up about 30 percent,
earni ngs per share up about 26 percent. By every neasure,
and of course even nore so if we start |ooking at sone of
t he physical volunes and sonme of the underlying activity in
t he conpanies, which we will do this norning, it was a
great, a great quarter for Enron.

And, of course, now we've just conpleted our third
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quarter, and we'll be announcing those results in about two
weeks. Again, we had a great third quarter. Cbviously, al
of the final nunbers aren't in, but everything we're | ooking
at would indicate that it, again, will be another stellar
quarter performance for the conpany.

What happened there? What am | doing, Mary? |It's
going wld.

[ Laught er. ]

MR. LAY: Al right. Wll, welcone to the Enron
enpl oyee neeti ng.

[ Laught er. ]

MR. LAY: W're going to try here again. They
better not fix me too nuch here.

[ Laught er. ]

MR, LAY: Okay. Here we are. Do they have it
controll ed back there now, since it seens to be going both
forward and backward when | push it the sanme way?

But each of the businesses had a good quarter.
Again, the transportation distribution business, which is

our various extensive pipeline group, as well as Portl and
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General Electric. Again, their incone, before interest and
taxes, is up about 9 percent, well in line with what we
expect this year.

Whol esal e Energy, of course, which has becone our
| ar gest single business worldw de and our strongest grow ng
busi ness on a profit basis, up over 23 percent. Again, $437
mllion of income before interest and taxes in that business
in the second quarter. And just consistently, quarter after
quarter, year after year, that business is growing at a
tremendous rate, and we'll talk about that a little bit
| ater too.

Retai |l Energy, our new, basically, energy
out sourci ng busi ness. And again strong growth there, going
fromabout a $26-nillion EBIT | oss second quarter |ast year
to a $24-mllion EBIT incone this year. So, increasingly,
that business is dropping a |ot of the revenue or a | ot of
t he business value to the bottomline. And, of course,
we're seeing an acceleration in that net incone, and | think
we'll see further acceleration over the next few years.

And broadband was pretty much as expected, about
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an $8-nmillion |loss, even after selling sone dark fiber, but
well on plan. Again, we expect to |ose about $60 m|lion of
EBIT there this year getting that business going, but as
you're going to hear a little later, particularly fromJeff,
we're right on track in that business, and it's very
exciting what, what's been happening the |last few quarters.

Shall | try one nore tine here? Oh, that works,
and 1'msure glad we didn't mss that slide.

[ Laught er. ]

MR. LAY: This is probably one of ny nost favorite
slides, but it does--but it does show how t he perfornmance
for our sharehol ders has been over the | ast 10-plus years.

Starting early in 1990 and goi ng through Septenber
of this year, as you can see in that upper |eft-hand
guarter, Enron Corp sharehol ders have had over a
1, 400- percent or over 15-fold, if you want to put it that
way, increase in their investnment over that period of tine.
Qoviously, well over three tinmes what the average has been
for the S&P 500. They're in a really strong bull market,

the S&P 500, and over three tines what the average for the
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pi peline group is, and of course nuch stronger than the
utility average or the ENP[?] average. So, certainly, Wl
Street is recognizing the performance that we're having.

And, of course, even if we look at this year, just
take the one-year snapshot. O course, we had an early nove
I n January and February, stabilized sonewhat and then a nove
again over the last couple of nonths. W started off the
year at $44 a share, and of course we're right at, of
course, we've been as high as about $90, we have been as
hi gh as $90, and of course right now we're at about $86.

So, as you can see by the lines for the Nasdag and
the S&P 500, in a year when, in fact, the basic narket has
been just about flat, Enron's stock price has just about
doubl ed, and obviously again reflecting the kind of year
that we're having.

It went backwards on ne again, Mary.

And, of course, that's all reflected in our PE
rati o, about a 62 PE ratio versus 24/25 for the S&P 500,
about 26 for the energy peer group. And, again, just

reflecting the expectations on Wall Street that we wll
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continue to have very strong earnings growmh, and |let ne say
those of us in managenent have every reason to believe that
t hose expectations wll not be disappointed. So, again, a
good performance | eading to good results.

A few recent devel opnents which, again, are very
exciting for the conpany. Mst of these you very nuch know
about, certainly, the Bl ockbuster deal, but this is truly a
great transaction for Enron broadband services. It is a
20-year exclusive deal wi th Bl ockbuster.

Bl ockbuster will provide the content, the novie.
W will be the wholesale providers or deliverers of those
videos to the last-mle people, which are listed there on
the right--the Verizons, the Qumests, the SBCs, the Tel uses,
t he Covads, the Refl exes.

But probably nost inportantly--and it's a big
contract, it's about a billion-dollar contract, and we
really had to constrain it sonewhat to keep it to that
level. 1t's really probably a several-billion contract--but
it did confirm | think in the eyes of many, the fact that

we do have superior technol ogy in broadband services.
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| nmean, here you have Bl ockbuster really betting
their future on our technol ogy, and exclusively on our
technol ogy. And, of course, you' ve got, over a shorter
period of tinme, you' ve got the Auerbachs [ph], Covad and
ot hers doing the sanme thing. So it got everybody's
attention.

We expect to roll out this service in Decenber to
a couple of major cities, mainly test markets, but it is our
i ntent throughout the year 2001 that we roll this out
aggressively across the country, and this, indeed, could be
a very, very large and very profitable business very
qui ckly.

The gl obal markets group. This is a new business
unit that we created here not too |l ong ago. Mark Frevert
w Il act as chairman. M ke McConnell would act as CEO of
this business. W're trying to bring together all of our
gl obal fuels business, our crude products, coal, currency,
equities, interest rate, agriculture trading, et cetera,
bring it all together into one profit center and give it new

focus, give it new priority.
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Thi s has been a business that we've had for a | ong
time, but indeed it probably has not realized anywhere cl ose
toits potential. We think with a new focus and new
| eadership this, again, could becone a maj or growth business
for Enron.

O course, the whole industrial markets effort.
W're, in fact, we are taking our Enron nodel, the one that
we' ve devel oped, and of course we have perfected and
performed with, and natural gas, electricity, and of course
in a few other areas over the last really 12/ 15 years now
and to take that into other industries that are not nearly
as advanced and the nmarkets are not nearly as efficient as
the natural gas and electricity narkets are.

So we're | ooking at markets again |ike pul p and
paper, |ike lunber, steel, netals, and of course the various
things that, in fact, seemto fit our nodel very well, where
we can bring a lot of ability to make markets, standardi zed
contracts, handle logistics to really turn this business
into a nore sophisticated market system a nuch nore

sophi sti cated business, and of course in the process nmake a
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| ot of noney out of it.

| mentioned a new power conpany, and this is
really tinely, but when we pulled out of the California
residential market about three-plus years ago, we continued
to look at this market and just see if there wasn't a way
that we could ultimately get into the market and make noney
out of it. This is a big market. | nmean, this is a
$120-billion national market, and thus far nobody el se has
been able to break the code on this market.

Qobviously, we're doing a | ot of business in the
| arge commercial |ight manufacturing business with Enron
Energy Services, but this nmarket is still largely untouched.

We think now we have a wi nning strategy, and we
have very strong strategic partners. Wth Anerica Online,
and again that's an exclusive arrangenent, it's for selling
any residential energy--energy through AQL.

| BM has given us the custoner billing and
services, and they intend to nmake this a major worl dw de
busi ness, and they're pricing it aggressively to make sure

that they were our partner.

13

M LLER REPORTI NG CO., | NC.
507 C STREET, N.E.
WASHI NGTON, D.C. 20002
(202) 546- 6666



[___

Unabl e To Transl ate Box ---]

We think with the two of them sone other
financial partners, indeed, and then focusing on the markets
that are really set up best, |ike Pennsylvania and New
Jersey, we can begin creating a nationw de residential snal
commerci al business that could be a very, very |arge
busi ness over tine.

The road show on that is still underway, but that
will likely get priced in the next few days. [It's been
hi ghly successful, as far as the road show, a | ot of
Interest, very strong interest by a lot of big funds. And I
think, again, this will be a very exciting business for
Enron as we nove forward.

And now we'll turn to operating highlights and
gl obal strategy, and I'Il let Jeff take that.

MR, SKILLING Ckay. What | was going to do is
cover the operating performance of the various businesses
and tal k some about the overall strategy. Actually, | don't
have any material in here about the strategy. W're just
going to talk to operating performance, but let nme use this

page or this chart to talk a little bit about strategy
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before we go into the operating highlights.

W& now group our businesses into five segnents.
The first one is the transportation and distribution
segnent. That's our natural gas transportation network in
North Anmerica and Portland CGeneral. As you know, we're in
the process of selling Portland General, and that should be
conpl eted, we believe, either late this year or early next
year, probably nost l|ikely January of this year

Qur whol esal e energy business is all of our
activities in the whol esale markets in North Anmeri ca,
Europe, South Anerica, Asia, Africa, and this is selling
products primarily for resale by other custoners. This has
been really the | oconotive of growh and profitability of
t he conpany over the last 10 years, and |I'll talk nore about
the performance so far this year. The performance so far
this year in the whol esal e busi ness has been absol utely
st unni ng.

We've set up, as Ken nentioned, a new business
call ed Enron Network. Enron Network will give us additiona

growt h opportunities related to the things that we' ve
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devel oped in our whol esale narkets. So we're going to take
t he busi ness nodel that we devel oped in the natural gas and
electricity market and | ook for new marketpl aces to apply
that nodel, which will give us additional growh
opportunities for that skill set that we devel oped.

The next business is retail energy. That's Enron
Energy Services. [|'lIl show you sonme nunbers on this.
They' ve had a just phenonenal year so far this year. The
growth rates have been stunning, just as in the whol esal e
busi ness, and | think as the marketplace gets nore and nore
confortable with the growmh opportunities there in North
Anerica and internationally, | think we're going to see sone
addi tional upside in the stock price fromthe performance of
retail energy.

And then, finally, our broadband services. The
br oadband servi ces busi ness, as you know, is focusing
primarily on very | arge bandw dth application busi nesses.
That market is in its infancy today. W expect it to grow
very, very quickly, and | think in three to four years this

wi Il beconme of a size and inpact on Enron that | think it's
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going to have a significant inpact on our growth rate and
profitability two or three years down the road.

So those are the businesses. You know, as | | ook
at all of those businesses, | think we're in great shape.
In the transportation and distribution business, Stan has
just changed the nane so that it has, it enphasizes the
servi ces conponent of what we're doing in the pipeline
business, and | think that's going to be nore and nore
i nportant over time as a new grow h opportunity in
transportation and distribution.

In the whol esal e energy markets, North America and
Eur ope, we're probably going to be targeting a 20- to
25-percent market share. W' re attacking the Japanese
mar ket, South American markets very aggressively. If we can
mai ntain or build a 25-percent market share worldw de, this
busi ness by itself could have revenues of over a quarter of
atrillion dollars a year. So very significant growth
opportunities in the whol esal e energy busi ness.

The networ ks busi ness, between netals, pulp and

paper, |unber, steel and sone of the areas that we are
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al ready focusing on, they have worl dwi de markets in excess
of atrillion dollars a year. |If we get a 5- or 10-percent
mar ket share of that business, that could becone as | arge as
Enron is today just fromthose activities that we have
underway in Enron networKk.

Ret ai | energy business, as Ken nentioned, just
enormous. W now participate, really, at every |level of
retail energy. W've recently noved the industrial, |arge
i ndustrial markets down into EES from North America. W
have been focusing on the | arge comercial and |ight
i ndustrial market share, and then with the new power
conmpany, we're attacking the residential market.

So we have a product offering at the residential,
commercial, and industrial levels in North Anerica, and
we' re extending that now into Europe and South Anerica. So
the gromh potential here is, this, as |I've said before,
coul d becone our biggest business five or six years from
now. This is an enornous market opportunity for us.

And then the broadband services business, as we

said, if we see the kind of gromh we expect in the denmand
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for bandw dth, this business could be as big as our gas and
el ectric business five or ten years fromnow. So big, big
grow h opportunities, and in each of our markets we're in
good shape.

Let nme start, first, with transportation and
distribution. As | nentioned, Stan just recently, and the
pi peline group recently changed their nane to Enron
Transportation Services Conpany, and the nane was changed
really to enphasize the focus on intellectual capital, one
of the things we talk about all across Enron, but it's a
focus, additional focus in the transportation group to find
service activities that we can |layer on top of the
transportation services that we're providing our custoners.

The traditional business is doing great, though.
We continue to extend and expand our pipeline. FGI
expansi ons are underway with a 900-m | |ion-a-day expansion
of new capacity that will be added over the next three
years. Transwestern conpl eted a capacity expansion of 15
percent in May. And we averaged 8.8 Bcf a day of throughput

on the systemin the second quarter of the year 2000.
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The little box on the left side re-enphasizes the
Portland CGeneral sale. W believe we're on schedule for
closing by the end of this year. So that will give us
capital that we're freeing up fromthat transaction to
redepl oy across sone of our faster growth businesses in the
conpany.

Whol esal e, as | nentioned, just an awesone
performance so far this year. Last quarter physical vol unes
were up 41 percent. Now put that into perspective. The
natural gas and electricity businesses in North Anerica and
Europe may be growing at a 2- to 3-percent annual rate. W
grew it 41 percent in physical volume. As you know, prices
were al so up, so our sales nunbers second quarter were
actually up 71 percent quarter-over-quarter, year 2000 over
1999.

Qur net incone, before interest and taxes, up 27
percent in the whol esal e busi ness second quarter. This just
conti nues, as Ken says, a long string of performance. W've
been averagi ng over 35-percent growth in net incone fromthe

whol esal e busi ness over the | ast decade, so a very, very
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fast-grow ng business for us, and we have a strong market
position in every single market that we conpete in, in our
whol esal e busi ness.

It's a very conplex service offering that involves
many different products, but they all tie together and
really key off or |everage off of our strength in natura
gas and power.

Let nme show you a couple of statistics | just
found very interesting for the quarter. This is in North
Anmerica. The chart just shows our infrastructure in North
America. As we said before, we've devel oped the nost
flexible delivery network for natural gas and electricity
t hat anyone has on the continent, period. And that's
showi ng up now in our ability to nove enornous volunes to
mar ket very qui ckly.

The natural gas business, the chart on the upper
| eft-hand side of this page, shows that we were up in North
Anmerica 65 percent in physical volune. 1In the United
States, actually, we were up 97 percent physical vol une

second quarter of 2000 over the second quarter of 1999.
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Canada was up a paltry 30-sonething percent, but it averaged
out to 65 percent. | nmean, these nunbers are stunning.
These are absolutely stunning.

The reason that the stock prices reacted in the
| ast couple of nmonths, | think, is that people are surprised
by these nunbers. W added nore sales of natural gas in the
second quarter of this year versus the second quarter of
| ast year than our next-biggest conpetitor has overall. W
added nore than our next-biggest conpetitor has overall in
the | ast year.

The power business continues to grow at 25
percent. Let nme show you sonme nunbers out of Europe. These
are al so stunning nunbers. W are now getting to a size in
physi cal volunmes in Europe that it really is starting to
have an i npact on our overall nunbers, but our U K. volunes
nore than doubl ed, our Nordic volunmes nore than doubl ed, and
our continental volunmes were up by a factor of 13, 13 tines
growt h 2000 over 1999.

| f you add all of those together, it's about 18.3

Bcf a day of throughput. That's nore volune than Enron sold
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three years ago. So, in Europe alone, we're doing nore
vol unme today than we sold in Enron overall three years ago.
So just very, very strong growh in Europe.

One of the factors that caused this is Enron
Online. W' ve had a very successful introduction of Enron
Online. W' ve now done 293,000 transactions, for a growh
transaction value, the last nunbers | saw, actually, were
over $150 billion--that's billion, not mllion--%$150
billion. This nmakes our website probably |arger than anyone
else's in the world by a factor of ten, in terns of
transaction volunme. So, | nmean, just really significant,
significant performnmance.

And we continue to grow. This chart shows daily
vol unmes on Enron Online. The day before yesterday, | think
it was--1 don't know if Louise is here--the day before
yesterday we did 3,192 transactions. So we reached a new
peak two days ago, and so we're going to have to change the
scale on this chart because it doesn't go up that high--

[ Laught er. ]

MR. SKILLING But continued strong growth on
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Enron Online, as this becones accepted by many of our
custoners as a convenient way to do business. But anyway,
just, just stunning performance in the whol esal e busi ness.

Let nme talk for a couple of mnutes about the
Enron Network just to introduce this. This is a new area.
You will be hearing nore about it as tinme goes on, but we're
providing an additional growth platformfor the skills that
we created in the natural gas and electric business in the
whol esal e market, but we can take those skills to other
I ndustri es.

Many i ndustries exist that sell comodity products
t hrough | egacy distribution channels. The way we've
redefined the distribution of gas and electricity we think
will spread to other industries because it's nore efficient
than having these | egacy conpl ex, expensive distribution
channel s.

The channel s often consist of conplex sales
forces, long-termrelationships with little price
transparency, enornous inefficiencies in the pricing of

commodity products. W think the Internet, plus our
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busi ness nodel and systens that we can provide, offer a
uni que opportunity to have i medi ate and i nexpensi ve access
to custoner bases in industries we don't currently conpete
in. So we're going to take a shot at this and see if it's
possible to build sone of these businesses in sone areas
outsi de of our traditional commoditi es.

We're going to use our proven Enron Online
pl atform and concept as an accel erator for grow h,
obvi ously, |everaging off of our proven skills and | ogistics
ri sk managenent, back-office capabilities to develop highly
structured, high-value products for the custoners, and we're
going to nove quickly, and we're going to do it in a way
that mnimzes the inpact on Enron's bal ance sheet.

We are going to be bringing in partners and
typically people who may have had operations in sone of
t hese busi nesses before to help us | everage our capital so
that we're putting in less capital per unit of revenue and

profit gromh for the conpany.

Just bringing these skills to the table, | won't
spend a whole ot of tine on that. | won't tell you--I
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won't spend a lot of time on the target markets and
approaches except to |l ook at the bottomof this chart, which
tal ks about the various places that we're | ooking right now.

We bought MG Metal, so we're well on our way to
bei ng one of the largest players in the netals market. The
pul p and paper business, on the financial side, financial
ri sk- managenent products, we're now the |argest player in
that industry in the world. W're |ooking at steel,
chem cal s.

The U. K office is doing a lot to develop sone
new credit and finance products that will be offered on
Enron Online there, too. Sone very, very interesting
products. Enron Online has done sonething else for us. It
allows us to experinent cheaper. If we conme up wth a new
I dea, we can stick it out on Enron Online and see if
custoners like it, which gives us quick feedback, and so
we're trying a bunch of new credit products over in the UK
And | think, | think we're going to find sone trenendous
interest in those.

Data storage. In the sane way the bandwidth is
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being cormoditized, it's our belief that data storage wl|
be commoditized over tinme and then nmaybe a role for Enron to
make markets in data storage, the sane way we nake narkets
in bandwi dth. The whol e settlenents and | ogistics process,
back-office activities are big opportunities to create

mar ket s and busi nesses there.

We're putting our noney where our nouth is. W've
made two acquisitions this year. M PLC, which is a netals
nmer chant conpany in the U K., they have now noved into the
London office as of | think two weeks ago. Unfortunately,
the office is now full. W were expecting we'd have a
littl e expansion space in the U K, but we are now full in
the U K, which is going to cause a little bit of the
Houst on probl em

[ Laught er. ]

MR. SKILLING We're going to go to bunk desks in
London also now. |'ve heard on the trading fl oor now
they're just giving people chairs and saying, "If there's an
enpty space, just roll the chair into the enpty space.”

[ Laught er.]
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MR, SKILLING  Hopefully, the building will get
done on tine.

We, also, for pulp and paper, purchased a conpany
call ed Garden State Paper, which is a newsprint manufacturer
which will give us access to physical newsprint which we
think will help us get or transition fromthe financia
mar ket for pulp and paper into the physical market.

In pul p and paper, we actually brought up a new
website. It's very simlar to Enron Online. It just has a
different nane. |It's called quickpaper.com You can cal
it up, if you're interested, and take a look at it, but it's
offering the same sorts of nmarkets, real-tinme markets for
pul p and paper products that we offer in gas, electricity,
and netals on Enron Online, a little nore focused on the
pul p and paper business, but it gives you a sense of the
sort of things we can do. W can very quickly roll out new
products in new markets. So that's Enron Network. You'l
be hearing nore about that over the next couple of years.

The retail energy business, one of ny favorite

charts. You know, we caught a lot of grief fromthe anal yst

28

M LLER REPORTI NG CO., | NC.
507 C STREET, N.E.
WASHI NGTON, D.C. 20002
(202) 546- 6666



[___

Unabl e To Transl ate Box ---]

community when we started EES in the early days because we
were | osing noney, and | can understand that. That's not a
good thing to do, but I'lIl tell you what, we have created a
heck of a business here, and we're starting to get credit
for it in the financial markets.

This chart just shows sone performance the first
hal f of the |ast couple of years, just to show you the kind
of gromh rate we're experiencing in EES. The first half of
1997, which doesn't show up here, we did zero contracts in
this business. W did $1.4 billion in '98, $3.4 billion the
first half of '99, and $7.5 billion the first half of 'O00.
|'"ve seen the initial statistics of the third quarter, and
they're good. The narket is going to |like the nunbers for
the third quarter.

In terns of revenues, we're starting to see that
ranp-up in revenues now. These contracts turn into revenue
streans for the conpany. The first half of this year, $1.5
billion of revenue. So we were at a $3 billion run rate in
this business for a business that didn't exist three years

ago at Enron. So just great perfornmance.
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And nost inportant, we've turned the corner. W
told the marketplace we'd go earnings positive fourth
gquarter of last year. W did, and we have turned that
corner. Let me show you, the next chart actually shows that
alittle nore clearly, quarter-by-quarter, show ng you the
I nvestnments we nmade in the business in 1998, 1999.

As | said, we went earnings positive, $7 mllion
of earnings fourth quarter of last year. It did $16- the
first quarter of this year, $24- the second quarter, and
|'ve seen the prelimnary nunbers, and you can start draw ng
lines here. | nean, this is we're establishing good
nonentum a good trajectory.

Thi s business is a high-operating | everage
busi ness, which neans that once you've got the fixed costs
i n place, once you have the sales force and the engineers to
execute the contracts, regul atory people, back office, once
that's in place, it's pretty nmuch fixed. So, as we bring in
nore and nore contracts, we start seeing a real inpact on
profitability. So this business has clearly turned the

corner, and it's doing sone great things for us.

30

M LLER REPORTI NG CO., | NC.
507 C STREET, N.E.
WASHI NGTON, D.C. 20002
(202) 546- 6666



[___

Unabl e To Transl ate Box ---]

This just shows quarter-by-quarter contracting
activities, which is just a great chart. Custoners like it.
This shows sone of the custoners that we brought in the
first half of the year 2000. These are great custoners.

IBM a $610 million, 10-year transaction; Chase, $750
mllion, 10-year transaction; Mjor Mnufacturer, that's one
of those conpanies that's really got a great nane.

[ Laught er. ]

MR. SKILLING W tried to get it, too, but it was
al ready taken, but they're trying to keep it secret, a $583
mllion, 10-year contract; Oaens Corning, an up-sale of a
contract that we |landed | ast year; Tebacore [ph],
billion-dollar, 10-year agreenent; Prudential, $180-mllion,
10-year agreenent; Sunoco, $210 million. | nean, this is

just--these are great custoners.

Last quarter we al so announced, | guess it was
this quarter we've announced Starwood Hotel. Starwood is
Westin, Sheraton, St. Regis. |It's a luxury collection,

Four-Point [ph] and WHotels [ph], but 400 properties in the

United States are now bei ng managed by Enron Ener gy
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Services. This breaks us into the hospitality business in a
big way, and | think we're going to start seeing a | ot of
fol | ow on.

Wth what's going on now in energy prices around
the country, there is a trenmendous interest in this service.
So I would expect we'll see a lot of interest and a | ot of
additional growth in this business as we go forward.

The broadband busi ness, continuing to make
progress on getting the network in place. W'Ill have 14, 600
mles of fiber in place. W' ve already deployed 525
servers. W're alittle bit behind schedule in the server

depl oynent, Kenny, but | guess that's just the way things

go.

[ Laught er. ]

MR, SKILLING And then pooling point cities,
we're going to beat our original estimate. | think we'l

have 23 in by year end, but the network is |looking |ike
this. The servers are now bei ng spread across the country.
We've noved into Europe. W're in the process of getting

Asia linked and to the system but this is becomng a real,
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a real network, an effective network for our custoners.

We' ve al so announced a nunber of comerci al
transactions. As a part of the Bl ockbuster transaction,
we' ve devel oped rel ationships with new distribution
partners, including SBC, Qwmest, Verizon, Covad, Tel us,
Refl ex. These custoners or these distribution partners wll
hel p us get high-speed data out to households. So they'l
get their DSL connections in place, which allow us to take
hi gh- speed data off of our network and get it all of the way
out to the custoner.

| made progress in Europe. | think we are now at
50 enpl oyees today. W're targeting over 100 by year end.
We've got now a presence in the U K. , Gernmany, France, and
the Netherlands. W're starting to sign up distribution
partners |ike the partners we have in North Anerica. W
actual ly screened W nbl edon over the Internet, which was a
nice publicity--it was a great thing, good, it was good.

[ Laught er. ]

MR. SKILLING It was good. And we're extending

our reach in Europe to other areas. So the network is
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com ng together, and we're getting kind of a gl oba
foot print.

Then, on the two P& centers for broadband
services. The first one, as you know, is what we're calling
bandw dth internedi ation is creating the same products and
services we created in the whol esal e business. This chart
shows the cities that we call top-tier cities. You can now
call up to the trading floor in EBS, and you can start
getting prices for bandw dth between these city pairs going
out intime. So this is the first tine this has happened.

We're starting to see increase in activity. W're
doi ng about 7 to 10 transactions, last | heard, traded
transactions. This is ahead of where we were in the
electricity market at this stage, so this is noving al ong
very well. | feel very good with the progress we're nmaking.

And then in the other P& center, which is our
content services, Ken nentioned the Bl ockbuster transacti on.
| think that's just indicative of the type of service that
we can offer the marketplace in EBS

So, overall, business is doing great. |In every
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one of our businesses, we have narket-|eading positions. W
have a solid core of business, and we're providing

consi stent, sustainable earnings growth, and the Street
likes it. That's why the stock price has responded the way
it has.

At the sane tinme, though, we have shown an ability
to devel op new busi nesses. W have created a nunber of new
busi nesses that have been very, very successful, and these
new busi nesses tend to have a hi gh-technol ogy content, which
the Street also likes. But we are differentiating ourselves
fromthe other players in the business. Enron is really the
class act. |In fact, at the |last anal yst neeting, they
i ntroduced the fellow who is the CEO of El Paso by saying
this is the CEO of El Paso-ron

[ Laught er. ]

MR. SKILLING They're trying, but they won't
mat ch us. But business is doing great. Thank you so much
for your tine and all of the hard work you're putting into
it. The performance shows that you're doing a great job.

Thank you.
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And, Joe, we'll turn it over to you
[ Appl ause. ]
MR, SUTTON : Al right. After all of that

great news and everything we've heard today, we should fee
pretty good, shouldn't we? Huh? W should feel really
good, shouldn't we? Let's give ourselves a hand.

[ Appl ause. ]

MR. SUTTON : You know, for five straight years
in arow, Enron has been naned the nost innovative conpany
in Arerica, for five straight years in a row. Now we've
been naned the nost innovative conpany in the world. That
shoul d make us all feel pretty good too.

[ Appl ause. ]

MR SUTTON : | told Jeff I could do this, so
we're going to try and do this, okay? W're going to get a
wave goi ng across the room here, an Enron wave to cel ebrate
bei ng the nost innovative conpany in the world. So, Jim
[inaudi bl e], you're in charge of that section, junp up
Mark Pal mer, you have this section, and, Jeff, you've got

your own section here. GCkay. And you have that section
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over, you with the tie right there, stand up.

[ Laught er. ]

MR. SUTTON : Ckay. So we're going to cheer
first of all. So everybody, as you stand up, you cheer.
Al right? And you' ve all seen waves, right, in basebal
ganes and stuff. So let's get ready to rock-and-rock rol
here. Cone on, Prentice, get up and get going, okay?

[ Audi ence did "the wave."]

MR. SUTTON : That was terrible.

[ Laught er. ]

MR SUTTON : This is the nost innovative
conpany in the world, right? Cone on, Prentice, let's go.

[ Audi ence did "the wave."]

MR. SUTTON : Okay. Now all of you out there in
London, and India, and around the world, that was a wave
here in the Hyatt in Houston.

No, | think it's just fantastic. |If you | ook at
what your conpany has done, it's just been marvel ous. The
nost innovative conpany in the world, foll owed by Nokia,

nunber two, and nunber three was Hone Depot. So there's
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some good conpetition.

W're, also, for the first tinme, on the nunber
twenty-five on the Fortune List of All-Stars. This is the
first tinme that we've been on this list, which neans our
conmpany is noving into nore new territory.

| think that if you |look at the npbst innovative,
certainly, that's our title, but as inportant as that is the
fact that we al so are nunber two in keeping our talent,
right behind GE. and followed by Merck. So we're in sone
pretty good conpany there. So your conpany is doing just
fantastic and it's being recognized for that.

What | want to talk a little bit now about is
sonmething that will inpact you, and that's this enpl oyee
survey. W recently renaned it "The Pulse." So you're
going to hear about The Pul se over the next several days.
This is our enployee survey that we put out each year. This
nmeans something to your conpany. W take your feedback and
apply it over the next year to try and inprove our position
in the conpany and make our conpany better.

The survey kicks off October 16th to 27th. 1'd
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like to try and get a very high response rate. W should
have 100- percent response rate. |It's your conpany, your

i nput. W should strive for 100-percent response rate.

It's on the Net. It takes literally a few mnutes to input.
Your input has a great inpact on your conpany.

| mght also add, of course, it's entirely
confidential. You can say anything bad you want to say on
there or anything good you want to say on there. Wat we' ve
attacked this past year, as a result of your responses | ast
year, was communi cation. You've heard all year about being
better conmunicators. W' ve done different things to drive
t hat poi nt hone.

One of the problenms we saw | ast year is we thought
that the breakdown was really stemm ng probably at the
senior | eader level or at the senior level, not the top
| evel , perhaps at the vice president level, the director
| evel , the nmanagenent |evel. So we put sone training
prograns in place to try and train those managers or those
supervi sors to be better comrunicators. And one of those

things is we've made it mandatory for all vice presidents
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and above to attend this Executive Influence and | npact
program which is a training course that hel ps them becone
better |eaders in your conpany.

We al so have worked quite hard on nonitoring
suggestions and getting comruni cation |ines open from from
you. Your Visions and Val ues Task Force, as you see here,
has ki cked off some prograns that we think are supportive of
this. W've got new directories out there to help us be
able to find out where people are inside of Enron.

We put sone training prograns in place to augnent
the Executive Inpact and Influence Program and we even cane
up with our own session, if you will, called P& session,
which allow-fourth quarter--which allow us to discuss
i ssues openly in groups, hopefully, that we can resol ve
fairly quickly that will make our conpany better. These are
Enron-uni que P&D sessions. It's Participate and D ssent
sessions. It gives you a chance to give your input and your
views as we communi cate better

So | inplore all of you, please, take tine in this

next two-week period, | guess it starts the 16th, to give
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your input. It'lIl nake a big difference. And evaluate us
fairly. If you think we've inproved in an area, then give
us credit for that, and we'll go to the next area as we Qo
f orwar d.

So I think we can be very proud of our val ues, the
foundati on that makes us a great conpany, and probably the
best thing we can do nowis to throw it open to questions.
So thank you very nuch

[ Appl ause. ]

MR. LAY: Okay. Thank you, Joe.

W will now go to questions. There were cards,

t hi nk, on your chairs when you cane in. So those of you
t hat have questions, if you fill those out, we'll pick them

up. Certainly, those of you that are watching this through

the IP/TV, | think you' ve got a way of sending in questions,
too, which they will get to us here on stage.
So we'll start off with sonme pre-submtted

questions and answer those until we get a few of the
guestions either fromthe floor here or fromother |ocations

around the, around the world. W' re already getting them
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Joe, why don't you take this first one.

MR. SUTTON . The first question we got in is as
fol | ows:

"It is well understood that the eastern part of
India is not as industrialized as the rest of the country.
The maj or resource crunch is the availability of energy.

The States of Tripura and Bangl adesh have rich natural gas
resources that lie underutilized. As we |earned from
newspapers, an Abu Dhabi, an Abu Dhabi - based conpany pl ans
to inport L&G from Australia. The question has to do with
what is Enron doing to try and pronote business on the
eastern side of India."

The answer is that Bangl adesh has | arge gas
reserves, that's true, and the East Coast of |ndia needs
those gas reserves. The problemis the country doesn't want
to export it right now W spent probably three years in
Bangl adesh trying to convince themto export that gas to
I ndia and have nade very little progress because of
political reasons and other reasons in Bangl adesh. So we're

focusing on the opportunity, but until the country wants to
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export gas and nove it towards India, we can't do nuch about
it.

MR, SKILLING The second question relates to EBS
and it says: It seens lately that nany other conpanies are
junmpi ng on the broadband wagon. | see a litany of
commercials touting what seens [ike simlar plans to what
EBS is trying to do. Specifically, | notice a |ot of AT&T
airtime.

My question is related to how this affects what
EBS is trying to do. Is what we are doing proprietary in
any way? | would hope so. It seens that we're investing
trenmendous anmounts of financial and intellectual into EBS.
Have we antici pated what we will do if the market gets
fl ooded and conpetitors start selling the sane thing? Wat
makes us different?

That's a great question, and | think the test of
an effective strategy is that you can differentiate yourself
fromthe conpetitors. | think in each of our businesses, we
have tried to cone up with a strategy that is fundanentally

different that gives us a conpetitive advantage.
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In EBS, what we're trying to do is to create a
mar ket for bandw dth. Mst of the existing players in the
busi ness are trying to build |inked systens, where they go
all of the way fromthe content supplier to the end user.
What we're trying to do is we're trying to nake markets in
conponents of that to make it flexible so the people can get
real -ti me bandw dth, bandw dth on demand.

There is no one in the industry today that's
focusing on that. Qur network is designed for that, the
mar ket making that we're doing supports that. The people
that we have understand it fromthe gas and electricity
business. | think it's a fundanentally different strategy
t han ot her people are pursing, and to date we haven't seen
too many peopl e that have devel oped that capability. So I
feel real good that we've got a differentiable strategy in
t hat busi ness.

MR. LAY: The next question, "It seens that Enron
is spending a |l ot of noney and tine to get Bush elected.”

[ Laught er. ]

MR. LAY: | thought I mght be the right one to
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answer that.

[ Laught er. ]

MR, LAY: "l don't think this is sonething a
corporation should focus on, do you?"

As a matter of fact, the conpany is not. | nean,

t he conpany does not make contributions to any federa

candi dates. By |law, the conpany cannot. Now our PAC can
make contri butions, individuals can nmake contri butions, but
not the corporation, and, indeed, the PAC has nade sone
contributions to the Bush canpaign and to a | ot of other
canpai gns.

And | et nme say we do, in fact, al so support
Denocratic candidates. | think the last | saw, if you | ook
at our total PAC contributions, they cone down to about
65- percent Republican and about 35 or 60- to 65-percent
Republ i can and 35- to 40-percent Denocrat, but we basically
| ook at the candidates and try to determ ne which candi dates
we believe are best for the things that we believe in, which
are open and free trade, deregulating electricity markets,

deregul ati ng ot her markets, making nmarkets nore conpetitive,
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all owi ng conpetition to work, reducing regulation in
general, reducing the tax burden, in general, in the private
sector.

And, indeed, quite often, when you start adding
all of those things up, why Republican candi dates are nore
likely to do that than Denocratic candi dates.

Now, from the standpoint of ne, personally, and
l et me say there are other executives that have al so nade
significant contributions to the Bush canpai gn, first of
all, I strongly believe in his candidacy. | strongly
supported hi mwhen he ran for governor of Texas both tines.
| strongly supported his father back before that. But,

i ndeed, | believe in both his character and integrity, as
wel |l as the policies he's proposing.

And the New York Tinmes, of course, makes a bigger
deal out of that and the Wall Street--well, not the Wal
Street Journal so nuch, but the Washi ngton Post, where, in
fact, they don't think there's anything--they don't think an
i ndi vi dual can nake a contribution just because they believe

in the candidate and believe in the policies. They're always
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doing it to get sone benefit when, in fact, many peopl e nake
contri butions because they believe that's--in the candi date
and believe in the policies, and that's exactly ny

si tuation.

| hope that cleared that up just a little bit.

| guess, while we're at it--

[ Laught er. ]

MR. LAY: "WIIl Ken Lay go to governnment if George
Bush is elected president? WII that be good for Enron?"

Well, it mght be good for Enron if | did, but I
don't plan to.

[ Laught er. ]

[ Appl ause. ]

MR. LAY: And just a little further explanation on
that. | nean, |'ve had the opportunity--well, of course,
I"ve been in a high-level governnment position back early in
nmy career, so |'ve been there, done that. | know what it's
all about. 1've been offered other positions along the way,
which I've turned down. And, indeed, | did not aspire to go

back into the governnent. |'mvery happy staying here and
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working with Jeff, and Joe, and all of you and continue to

have all of this fun and make this a very exciting conpany.

[ Appl ause. ]

MR. SKILLING "lIs it true that if George Bush is
el ected, you'll beconme head of the Tire Safety Board?" This
Is for ne.

[ Laught er. ]

MR, SKILLING Just kidding. No. No.

kay. "Can you respond to the Wall Street Jour nal
article claimng that we booked nore mark-to-nmarket incone
than we had in earnings for the second quarter, and that but
for mark-to-market, we would have had a loss in the second
quarter. |Is that correct?"

For those of you who didn't see it, there was an
article in the Texas section of the Wall Street Journal,
and | think it was about a week and a half ago that was
tal ki ng about the accounting met hodol ogy used by energy
mer chant conpanies. And one of the coments they had in
there was that we had nore mark-to-nmarket incone than we had

total earnings. So, if we didn't have nark-to-market
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i ncome, we would have had a | oss for the quarter.
As a matter of fact, that's correct, but that's a

little bit like saying, if General Mdtors didn't sell any

cars | ast quarter, they would have | ost noney. It's the
exact sanme analogy. It is just totally, totally wthout
merit.

We mar k-t o-market our positions. And what that
neans is at the end of every day, we deternm ne what the
val ue of all of our purchases and the value of all of our
sales are, we subtract them and we figure out how nmuch
noney we nade that day. W don't only do it every day, we
do it every quarter, and we do it every year, and that's how
We recogni ze i ncone.

So every time we sell natural gas, typically,
there's a contract attached to that, and that contract has
sonme period of liquidation, but at the tine the contract is
entered into and signed, that's when we recogni ze the
incone, and that is the appropriate way to account for this
busi ness.

And the Journal article, I, you know, quite
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honestly, it had a couple of guys in there | think their
maj or beef was that we were not nore open in disclosing the
net hodol ogy we use for mark-to-market accounting. And,
quite frankly, we provide nore data in our annual report

t han anyone el se in our industry and nore data than anyone
i n any transaction-based industry. W provide VARI|Iimts,
average VAR, what the |imts are, and other people don't do
that. W give nore information than anyone el se.

To provide additional information, we would
probably have to go through and give the nethodol ogy by
I ndi vi dual book, and we have | think now 2,900 books around
the conpany. You just can't do that in an annual report.

It would be this, you know, it would be this tall.

So | think the entire article was just, you know,
it wa just one of these things that gets dredged up every
couple of years. It has absolutely no nerit, no substance.
Qur accounting policies are not only appropriate, in ny
opi nion, they're conservatively executed. So we're in a
strong position from an accounting basis.

MR SUTTON : 1I'mgoing to try and tackle three
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questions here at once, if we can, and see if we can nove
al ong. The question that was asked was, "Mich runor has
been buzzi ng about the possible sale of forner ER regions,
Apache, CALME [ph], et cetera. Wat is the status?"

First of all, as you probably know, and we've said
all along, we've got to work to redeploy our capital in
Enron. W only have so nuch capital, and it's inportant to
put that capital in high-return opportunities, and that
conti nues to take place at Enron.

VWat we are doing nowis we're focusing on selling
some of our regul ated assets in those regions that we think
don't provide the return potential we'd |ike to have. For
exanple, in South America, we're not |eaving South Anerica.
South Anerica is a very inportant market to us. It's a
mar ket we can work in and devel op our nerchant busi ness,
much as we have in North Anmerica, and Europe, and South
Anerica, as those markets evolve, and they're evol vi ng now.

So we're selling or trying to sell the gas LDCs we
have in that region, which are the gas distribution

conpanies. W own eight of them Al of those are
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regul ated assets yet to be devel oped, and so those we're
going to sell, and we're going to sell Electro, our utility
in Sao Paul o, which is nmuch Iike Portland General. Those
are businesses that don't fit the return opportunities that
we like to see over the long term but the business wll
still say an Enron business in South Anerica.

Wth regard to CALME, the Cari bbean LNG and
M d- East busi ness, we've recently redeployed that business.
We're going to take the assets in CALME that we want to
keep, sonme of the pipelines, and put those in South Anmerica.
The power plants and those things will nove into North
Aneri ca because they better fit what they' re doing, and it
al so gives those people a chance to evolve into our other
new busi nesses that are growing in North Anerica.

We have taken the Md-East, an LNG which is
basically a fuel play. And one of the questions here is,
"I's LNG strategic?"

Absolutely. LNGis a very inportant neans to
provide gas to narkets, and we want to be involved in that

business. So we put it in global markets under M ke
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McConnell, so it'll work with the rest of our fuels business
in that area. W put the Md-East there as well because, if
you |l ook at it, Md-East, that's primarily the focus there
is energy, and fuels and where fuels conme from

W' ve al so noved the power plants that were part
of the old CALME region into gl obal markets because they are
basically fuel related. They are diesel plants that are
tied to a fuel base, and we think they woul d be managed
better there.

The people that are part of CALME are still Enron
peopl e, and all of those people have been either with their
assets or outside their assets and redeployed to other parts
of Enron, where they have a chance to continue to grow and
hel p Enron grow. Once soneone is an Enron person, that's
i nportant. Wen you have a big "E' stanp on your forehead,
that means that you can work in different parts of the
conpany. So that's what, one of the questions is, "Wat
does redepl oynent nean?" And it nmeans we take people, and
as we shift our businesses, we shift our people, if they

have those skills.
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We plan on keeping Enron India where it is. W
may nove nore into the broadband area there, use our nane
and our presence in the market there to get into higher
profitability opportunities in that area.

We al so took, if you saw, we took Japan, which is
a growing market with great trading potential and put it in
Eur ope because Europe was prinmarily supporting that effort
anyway, as we did Australia, which is an ongoi ng trading
effort that fits into this trading regine that we do in
Eur ope.

So, yes, we've done sone shifting around, yes,
we' ve noved sone things around, but it's to strengthen Enron
and the peopl e inside of Enron.

MR. LAY: Next question, at |east | have here,
"M . Lay, would you please address why is Enron novi ng
enpl oyees into asbestos-filled buildings? The Jefferson
bui | di ngs, 500 and 600, have asbestos in the ceilings. Wy
are you doing this? | understand the shortage of office
space, but this seens a little drastic."”

Wel |, obviously, we would not nove people in there
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if we thought it was unsafe, and we've done everything we
can to evaluate and test that. | nean, even before the
deci sion was nade to take sone space over there on a
tenporary basis, and we are continuing, I'mtold, continuing
to nmonitor asbestos on a very regular basis, and thus far we
have not even detected any. So, | nean, it's not even up to
a detectable level, nonetheless, to a safety |evel.

So, again, it should not be a concern. | think
I"malso told that the asbestos over there is |argely seal ed
in the walls and the ceilings in a way that there should not
be any risk at all, certainly, as long as people don't start
cutting down walls and ceilings. So, if you were thinking
about that, maybe you ought to stop it, and then everything
el se i s okay.

[ Laught er. ]

MR. LAY: But it does speak to this whole issue
that Jeff alluded to. | mean, space is becomng a real, a
real prem umin downtown Houston, really, in all of Houston,
and particularly Cass A space, and that's obviously the

reason we're building our own new building, and we're

55

M LLER REPORTI NG CO., | NC.
507 C STREET, N.E.
WASHI NGTON, D.C. 20002
(202) 546- 6666



[___

Unabl e To Transl ate Box ---]

buil ding as fast as we can. And, hopefully, by this tine

next year or a little sooner maybe we'll start, hopefully,
we'll start noving sone of our people into that new
bui | di ng.

But we continue to | ook for other options too here
fromthe standpoint of what next because at the rate we're
grow ng, the space in that building will be used up pretty
qui ckly. W've got the sanme problemin London, which was
also referred to by Jeff, and we do have a question here
concerni ng that.

"The Canary Wharf deal is off. \Were are we going
to expand in the UK ?"

Well, | think, basically, we're just going to |et
the original option expire under its own terns, but we're
| ooking at a ot of alternatives in London, and sone
reasonabl y good ones, and some options that, of course,
woul d al so not require our people to nove too far from where
they are now-certainly, wthin that general region.

So we're looking at all of the options that we

can, but it's perhaps both a good and a bad problem but we
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are growing rapidly. W're adding a |lot of people. W're
using up a lot of space, and we're scranbling to make sure
that we've got plenty of O ass A space, good space, good,
heal t hy space for all of our enployees, and we'll just
continue to do that the best we can.

MR SKILLING "Did Mke MConnell and Ken Lay
coor di nat e war drobes today?"

[ Laught er. ]

MR. SKILLING Stand up, M ke.

MR. LAY: Mke, | think you ook great. | think
you | ook great.

MR. SKILLING "And if so, how cone you did not
informthe rest of us?"

[ Laught er. ]

MR. LAY: Well, you nust not have gotten the
e-mail, Jeff.

[ Laught er. ]

MR, SKILLING Ckay. |'ve got a |long question
here, and I won't go into all of the specifics, but soneone

has witten in asking about our ratios, a nunber of our
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ratios, financial ratios conpared to sonme other players in
the industry, and they're conparing Enron to AES and
Cal pi ne.

"1l just tell you a couple of things that they
poi nted out here: "That our current net profit margin at
Enron is 2.43 percent, at AES it's 12 percent, and at
Calpine it's 13 percent or 12 percent, also." So that was
one. "And why is that?"

Well, the reason for that is that we have a very
| arge nmerchant activity which increases our revenues for

relatively small-margin business. Now that's okay, as |ong

as we can get velocity up. |If it doesn't take a | ot of
capital to support that, then we're still generating a | ot
of inconme per unit of capital, and I'Il get to that in just
a second.

But revenue ratio is really not that relevant in
our business these days. The nunber that's really inportant
Is the return on equity and the growh rate. That's asked
next, return on equity. For AES, the return on equity is

t he hi ghest at 23 percent, followed by Cal pine at 16
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percent, and Enron at 12 percent, and it's just asking why
Is that and what do we need to do to inprove that.

|"ve nmentioned to you before that the two key
nunber s, when people are | ooking at our stock price, are our
return on equity and our growmh rate. Those are the two
nunbers that people |look at. |In fact, you can
mat hematically you can figure out, if you take return on
equity m nus your cost of capital, that tells you what your
profit margin is, and you assunme that that will continue in
the future, and if you can grow it, you can actually cone to
a di scounted val ue of the conpany. So those are the two
nunbers that everybody | ooks at, return on equity and growh
rate.

Qur growh rate is great. |In fact, our growh
rate is probably one of the best growh rates of any |arge
conmpany in the conpany. Qur return on equity stinks, and
we've got to do sonmething to inprove that over tinme. Now
the market pl ace and the anal ysts are | ooking at us, and as
|'"ve nentioned before, we're doing a |ot.

W' ve tal ked about this redepl oynent of assets,
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Portland Ceneral, some of the assets in South Anerica and
the international groups. W have got to our return on
i nvested capital up. W have a |lot of investnents we've
made over the last 10 years that are not earning
conpensatory rates of return, and so what we have to do is
we have got to get that capital out of there and redeploy it
i nto busi nesses where we can earn a high rate of return.

This is very positive for all of us. |If you | ook
at sone of our businesses, |ike in Europe, they are
constantly buying and selling assets in the course of our
busi ness, constantly buying and selling of assets. They
don't define thenselves by assets, they define thensel ves by
busi ness, and the sane people stay there. It's just that
they' re using these assets to nake profitable investnents,
and then they flip themso they can get the capital out and
redepl oy that capital in the business.

That is the nost inportant chall enge we have as a
conpany. Because, as this person points out, our return on
equity is anem c, given the businesses that we' re conpeting

in. W have got to get that nunber up
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"1l give you anot her exanple |I've used before
just to reinforce it. Qur gromh rate is a little bit
hi gher than General Electric, and | think npost people expect
it to be significantly higher than General Electric. CQur
return on equity, conpared to CGeneral Electric, is half of
General Electric's return on equity, and both of us have the
same PE ratio.

Now sonet hi ng has got to give, and what's going to
give is we're going to get our return on equity up. That's
what we're going to do because that will nake the stock
price go up, and that will keep our investors happy. But
that's a key. Everyone should be thinking constantly, how
can we get our velocity of capital up, redeploy capital from
| ow-return opportunities into high-return opportunities, and
that wll get the stock prices up |longer term

MR, LAY: Joe?

MR. SUTTON : We have several questions here
regardi ng EECC and their future.

| think it's--the question or one question says,

"W, at EECC, feel like we're being shut out of Enron's
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future. How do we fit into Enron's future? What is the
corporate strategic plan and forward expectations for EECC
and NEBCO? What is the set-up of the EECC? Are they being
absorbed into EES?"

The plan right now, and this is a very new pl an,
we' ve been working on it this--the end of |ast week, and we
tal ked about it sone nore yesterday, is we're going to keep
NEBCO as a separate conpany inside of Enron. NEBCO as you
may know or not know, is a construction conpany we own
out si de of Washi ngton, in Washington. |It's been very
successful and very profitable building power plants in
North Anerica, in the United States.

We're going to keep NEBCO NEBCO will be a
separate conpany and will fall under the justification of
EES. It wll be part of EES, as a separate conpany focused
on buil ding power plants, which is their expertise. The
plan is to take the renmai nder of EECC and roll it also into
EES so we can take advantage of those synergies inside of
EES, the good engi neering and services functions that EECC

has done so well, to help grow the business inside of EES.
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And so that will be happening. So EECC is very nuch a part
of Enron's future.

WI |l EECC have to do sonme things differently?
WIl it have to learn sone new skills? WII it have to
evolve into a little different, in a different way?
Absol utely. But that's what Enron is all about, and EECC is
very much a part of that. So that announcenent will be
com ng out soon.

MR. LAY: 1'll handle a couple here. There's sone
nore right there.

"Where can we | earn about Enron's corporate
strategy? Every now and then we stunble on plans from
i ndi vi dual business plans, but |I've never seen an overal
strategy paper. Do you wite them and not show us--"

[ Laught er. ]

MR. LAY: "--or do you believe in setting a
strategy?"

But that really is a good question. And having
started ny career in the Corporate Planning Departnent of

Exxon, | know sonet hi ng about setting corporate strategy.
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And fromthe standpoint of trying to lay out, you know,
growm h rates, and investnent requirenents, and deciding, you
know, how to all ocate the capital anong the various

busi nesses and all, that's all very interesting, but in the
end, the result is probably pretty predictable.

You're going to continue to stay in the sane
busi nesses and continue to run the sane busi nesses, adopt
the sane way you' ve always run the sane busi nesses, and
you'l | probably m ss any big strategic change in the road
that conmes along in that industry.

At Enron we have a totally different approach to
it, and basically we expect virtually every enpl oyee, but
certainly every business unit to be thinking about strategy
all of the tine. One of the key things that we expect,
particularly out of our nmanagenent group, is to, in fact,
continue to think all of the tinme about how they can take
their businesses in a different direction or nake it nore
profitable doing what they're doing, add on things that they
hadn't thought of before.

But, indeed, | think it's because of that
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envi ronnent, where we do encourage our business units, and
the | eaders of those units, and all of the people in

| eadership positions in those units to al ways be thinking
strategically, always be thinking strategically, not just
operationally, on how we can, you know, naybe cut the costs
alittle bit nore or get a little nore efficiency out of the
machi ne, but thinking strategically how do we take this
business to the next big level, the next big leap in

what ever we can do.

And certainly that has led, |I think, to a |ot of
the innovation that's occurred at Enron, and | think that's
the reason that we are recogni zed as the nost innovative
conmpany in Anerica and the nost innovative conpany in the
wor |l d because we don't have a Strategic Planni ng Depart nent
trying to figure out what our next strategy ought to be. W
have several thousand enpl oyees trying to figure out what
the next strategy ought to be in their particul ar business
units or their particular part of that business unit, and
I'"d sure hate to see that discouraged.

Now, as a managenent team obviously, we do go
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t hrough annual budget cycles, where we really--and we go
through quarterly business reviews, we go through a | ot of
ot her process at Enron where, in fact, we are always asking
questions about that strategy and aski ng questi ons why not
that direction or why not sone other direction, and | think
that's very appropriate, but we still expect an awful |ot of
the original ideas to be floating to the top, not floating
fromthe top down and being forced on the organization, and
that's worked very well.

Maybe one of the better exanples of that is the
success of Enron Online. | nean, that was sonething that
was created by the business units, by the | eadership people
in those units, and of course it's been a great success like
so many ot her things.

MR. SKILLING This question says, "l see the
val ue of Enron's experience in risk managenent and
mar k-t o- mar ket strategies, but I'mconcerned that these type
of “gap-fit' business nodels nay divert us away from
potentially val uabl e busi ness opportunities. Journals such

as Wred and Red Herring have recently witten about the
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weakness inherent in gap-fit analysis and have noted that
many successful new technol ogi es and markets woul d not have
passed the nuster of this test."

|"mnot famliar with the gap-fit business nodel.
| don't, | don't know what this nmeans. \Woever submitted
this, if the point is that we're doing sonething
systemcally or we're naeking sone mstake in the way we're
eval uati ng new busi ness opportunities, |'d be very
interested in hearing about that. So whoever sent this in,
I"'mjust not famliar with the term nol ogy here, but please
send it and let us know if there is sonmething that you think
is wong in the way that we're | ooking at new busi nesses.

"1l answer one other one just real quickly. It
says, "In light of the threefold increase in oil prices over
the last year, are they any regrets on divesting EOG a year
earlier?"

Absolutely not. And let nme tell you what the
trade-off, and this goes to this whole issue of redepl oynent
of assets and reinvesting dollars and hi gher growth

opportunities. W target a credit rating as a conpany, and
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we have targeted a BBB-plus credit rating, and we try to sit
on the ragged edge of BBB-plus. W want to be as | everaged
as we can be, and still keep that credit rating because that
allows us to | ower our cost of capital.

Last year, we were on the ragged edge, as we are
every year. Had we not sold EOCG we would have had to end
up issuing equity, Enron stock in the marketplace to fil
the gap. So that kept us fromissuing equity. So the way
of thinking about it is we actually bought in stock. The
net effect is that we issued less, so it's effectively we're
buying in additional stock, and our stock has tripled over
the last year. So we--since the end of the EOG transacti on,
| think we're up 150 percent or sonmething, but it's a
significant increase.

So, from a sharehol der's standpoint, we are far
better off by taking those assets and putting theminto our
hi gher growt h busi nesses because we've gotten a higher rate
of return for our shareholders. So that's what we have to
be thi nki ng about.

The other thing I think that's inportant is we
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never were all that interested in holding a conmodity
position. |If we wanted to speculate on commodity prices, we
could put on a position that was five tines as big as EOG on
the 32nd floor in about a minute and a half, and that's not
within our trading policy limt. So we don't want to

specul ate on the energy crisis.

MR, LAY | mght just add one ot her thing,
whi ch Jeff alluded to, but I nean we've made many-fold nore
noney out of the rise in gas prices through our whol esal e
busi ness over the last six to nine nonths than we ever could
have by owning EOG It just gives a lot nore flexibility
with a lot |less capital.

MR. SUTTON . 1’ve got a couple of quick ones
here. The question is, "Enron prides itself on
comuni cation. However, we are using a phone book that is
two years old."

[ Laught er. ]

MR SUTTON : "1 know we have a people finder,
however, | still find a hard-copy phone book i ndi spensabl e.

Are we ever going to print a new phone book?"
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The answer is yes. As | said earlier, not only
are we printing a new phone book, we're putting nmany new
ways to access people inside the conpany by way of the Net
and al so a printed phone book, and that should be out soon.

So those of you who Iike an old phone book or like a printed

phone book, you'll have a printed phone book. Ckay. It's
bi gger than it was before, but it'll be a printed--it's

t hi cker, we have nore enpl oyees, but it'll be com ng out
soon.

There was al so a question, "Wen do we know-" or
"When do we know we have enough people stuffed on a floor?"

[ Laught er. ]

[ Appl ause. ]

MR SUTTON : | think the answer is when you no
| onger can go to the bathroom w t hout aski ng soneone to
nove, then we have enough people on the floor.

[ Laught er. ]

MR. SUTTON : Another question here is what does

the future hold for Zurich?

As you may know, recently, we nade sonme manageri al
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changes at Zurich or Zurich made sonme nanagerial changes.
They' re working on putting together a new strategy for going
forward that allows themto operate nore within the neans
that they are in now. It's our hope that that strategy wll
be unsuccessful and that Zurich will flourish.

Now it's going to take sone time. They've got to
cone back froma pretty deep hole, but these managenent
changes we've nade, we've downsized sone of the managenent
structure over there, and they are focusi ng now on, we
think, strategies that nmake sense for themas they grow in
this market. So that's our hope for Zurich. As you know,
Enron is a shareholder in Zurich, but it's a public conpany.
It's treated as a public conpany, and it's run that way.

We don't dictate what a Zurich does. That cones
out of their conpany, their shareholders. W can certainly
influence it as sharehol ders, and we're nenbers of the
board. W can do it that way, and we think they're on a
better track now than they were before.

MR. LAY: "Ken, why have you gotten involved in

anot her sports venue? Wy do you believe so strongly in the
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new arena? Wiat is it like to work with Don Jordan?"

[ Laught er. ]

MR. LAY: Well, and it is kind of interesting.

Li ke so many people in this room the last thing | needed
was anot her project too. But, of course, we tried to pass
the referendumon the arena | ast year, and it failed, and |
expect this is kind of the last bite at the apple we have on
the arena. And if we don't build a new arena, nost of us
are convinced, we will ultinately |ose the Rockets and the
Conet s.

Now | 'm not that avid a sports fan. | enjoy
sports, but | expect there are other people, at |east one on
this stage, that's a nmuch nore avid sports fan than | am
But at the sane token, | think it is very inportant that
Houston has been, if it's going to be a truly world-cl ass
city, that it offer its citizens all of the things that a
worl d-class city offers, and that very nuch includes
pr of essi onal sports.

And, of course, we worked hard to get the

ref erendum passed four years ago that allowed us to build
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t he new basebal|l park downtown, and of course keep the
Astros in town, and they were getting ready to | eave. And,
of course, | think not only has that becone kind of a fun
venue, with a very appropriate nanme on it, | mght add--

[ Laught er. ]

MR, LAY: --which was not the intent at the tine,
not even contenplated at the tine, but it's also greatly
hel ped revitalize our whole downtown area. This has nade
downt own a nmuch nore exciting place to live and work, and I
woul d mai ntain nade Houston a ot nore attractive city
overal | .

| think the same thing, and of course that sane
ref erendum passed or nmade it possible to now begin building
the new football stadium get a new football teamto repl ace
the one that we |l ost not too many years ago, and | think
it's very inportant that we build a new arena and ki nd of
conti nue the downtown revitalization, and of course keep the
Rockets and Conets here.

Now | et me make sure you understand, | nean, |

also think it's very inportant, and there are very few
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cities can say this, but it's very inportant that we do have
a worl d-class ballet, and opera, and synphony, and nuseuns,
and of course theater, and parks and all of the other things
that we have that really add up to the quality of life in
Houst on, Texas.

That becones really inportant to Enron because we
are in the business of trying to attract, and | think we
have attracted, the very best talent in the world, the npst
creative, smartest, best talent in the world. And that kind
of talent has a lot of alternatives. And if we're trying to
attract the kind of talent that we have to attract and want
to attract, we have to conpete not only agai nst worl d-cl ass
conmpani es around the world, but also other world-class
cities.

And quite often the final decision as to where
t hose people are going to go to work cone down to such
things as, well, do they have professional sports, do they
have ballet, do they have the arenas or do they have a
wor | d- cl ass downtown area, do they have all the various

anenities that make for a high quality of life?
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And so, fromthat standpoint, it's very business
oriented. | nmean, we want to continue to do everything we
can to nmake Houston a very attractive place to attract and
keep worl d-class talent, and the arena is at |east part of
t hat equati on.

Real quickly here, both a question on the stock
price and "at what price will Enron stock split?"

O course, stock price depends on a |ot of factors
out si de of our control as a conpany, but if we keep
perform ng, as we have been performng, and Jeff laid out a
| ot of statistics for you in his presentation. | mean, he
used the word "stunning,"” and that's right. | nean, we've
had performance this year, and really the last two or three
years, that has been absol utely stunning.

I f we keep doing that, absent a total stock-narket
nmel tdown, the stock price will continue to go up and go up
significantly. Most of the analysts right now have a target
price on us from $100 to $115 a share. They keep raising
that target. W expect it to keep being raised, but there's

no reason that we can't--if we keep growing our EBIT at 35
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to 50 percent a year or 30/35 percent a year, there's no
reason the stock price can't go up at least 30 or 35 percent
a year, and maybe a lot nore than that if sone of the

strategi es on broadband really begin to come in with better

visibility.

On stock split, I think we tal ked about that | ast
time, there's really not any sacred nunmber. | think Jeff
handl ed this question last tine. | nean, it is expensive to

split the stock. There is a certain anmount of
adm ni strative cost involved in it. Theoretically, it
shouldn't make a lot of difference. | know it kind of adds
alittle bit of hype, particularly at the retail |evel, but
for the institutional holders, in particular, they don't
care if the stock price is $40, $80 or $160, as |long as they
can see the kind of growh rate that they' re |looking for in
earni ngs and al so the type of return on capital.

So | think the inportant thing is just keep
performng. Stock price will keep going, and probably again
at sone point, why, we will seriously |ook at a stock split.

MR. SKILLING This one asks, "Is GPG being
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reorgani zed and/ or sold and when?"

As far as reorganizations, | would assune, |ike
every ot her business in Enron, GPG probably will reorganize
once a day, maybe twi ce a day.

[ Laught er. ]

MR. SKILLING So | don't know about
reorgani zation. As far as being sold, absolutely not. The
pi pelines are earning a trenendous rate of return on our
capital invested. They provide sone benefits for a bal ance
sheet that allow us to get additional |everage on the
bal ance sheet that we woul dn't be able to get otherw se.
And for those two reasons, GPGis a trenmendous contri butor
to the business, a real solid platformof earnings and cash
flow that we can use to build the rest of our businesses.

The second question this person asks is, "CALME
enpl oyees need to find their own new jobs due to the
di ssol ving and closing of CALMEE H R is useless. They
never return calls or e-nails and act as if they bel ong on
the 50th floor."

[ Laught er.]
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MR SKILLING Heaven forbid.

[ Laught er. ]

[ Appl ause. ]

MR. SKILLING |'mwatching the canmera pan through
the--oh, let ne get the last of this person--the |ast
comrent by this person, and then I'll cone back to it.

"All of this fancy equipnment in this room well,

t here goes ny bonus."

[ Laught er. ]

MR, SKILLING Actually, we just--we don't own
this equipment, do we? | think we're just--we rent it. W
rent it. This is a |lowcapital intense operation.

[ Laught er. ]

MR LAY : We're going to nmake a market in
t hi s equi pnent.

MR. SKILLING Yeah, we're going to nmake a market
init too.

As far as H R support on CALME and the
redepl oynment of people, we are trying very, very hard to

redepl oy everybody in the conmpany. | nean, our talent is
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our nunber one resource. And so as narkets change and as
our enphasis noves fromone area to another, what we try to
dois we try to get the people to nove along with that.

So, for exanple, in the Asia Pacific area, we
noved in one two-week period about 70 people from Asia
Pacific into broadband. | think at this point in CALME,
we' ve al ready noved--204 people have al ready noved so far in
the last, what, two weeks? In the last two weeks, and |
think there are only about 16 nore to go. So everybody is
working. This is a major undertaking. This is a lot folKks,
and we're trying to make sure everybody gets great positions
and noves into places where they can contribute.

So, if HR is, | wouldn't say usel ess, but
they're--they're probably real busy, and so just cut thema
little slack and give thema little tinme, but we're going to
do everything we can, and we will succeed in transferring
all of the people and noving theminto other areas of the
busi ness, where we've got faster growth opportunities.

MR. SUTTON : Here's a question on dick at

Hone, and | may ask Kenny to give me a hand with this, but
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"When will this awesone deal be avail able for enpl oyees?
O her conpanies are offering this now "

This is alittle bit ahead of the press, but is
this okay, Kenny, to say this? The Cick at Home will be
announced soon. W're offering it to all of our enployees
worldwide. It will be the opportunity to actually get a
conmput er hook-up and access in a discounted way to DSL or an
Internet line, as well as at honme, at Enron. It will be the
cost, the conpany will bear the cost for that. W think the
return we'll get fromthat will just be fantastic for our
enpl oyee base and for our workforce.

So this is comng out. So the answer is, the

question was when, | think within the next couple of weeks,
and we' ||l start doing it the first quarter of next year, and
then we'll launch it then. So it's--it'll be a big

announcenent. W have the announcenent on our desk now for
approval. So it should be out, by the end of the week, the
announcenent will be made.

MR. LAY: Just trying to elaborate just a mnute

on that, and maybe | just didn't hear everything you said,
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Joe, which is not unusual --

[ Laught er. ]

MR. LAY: But, basically, what he's saying is
we're going to provide a free conputer for every enpl oyee
for hone use, and broadband connecti on everywhere we can
arrange for broadband connection. And, hopefully--

[ Appl ause. ]

MR LAY: And that will cost a lot nore than this
roomand all of the equi pnent--

[ Laught er. ]

MR, LAY: And that will not have any adverse
i npact on anybody's bonus.

[ Laught er. ]

[ Appl ause. ]

MR. LAY: dearly, we think that by doing that
we' Il just make our enployees, and their famlies, a |ot
nore conputer proficient and in the process, a |lot nore
producti ve enpl oyees. You know, whether, in fact, you do
nore work at hone or not, that'll be your choice. You' ve

got that choice today. But we think in today' s age, that
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that's sonmething that, in fact, will, again, help Enron
enpl oyees be several steps above everybody el se.

Let me wap it up. W're comng up on 11:30, and
we do try to get you out of here by 11:30. But, again,
t hi nki ng back again to Jeff's presentation, but to the
conpany's perfornmance, | nean, | have been here for | guess
alittle Ionger than nost people in the audi ence, | guess
now about 15 years, and it's been a pretty exciting 15
years, and we've done a |lot of exciting stuff, but | have
never seen the conpany stronger, better positioned than it
is right now.

| nmean, |'ve never seen the kind of opportunity,
the type of potential growh that we have right now. And
It's not one business, it's not two businesses, it's severa
busi nesses, and even, further, several other things are
bei ng i ncubated right now that we have not tal ked about.
And that, again, as | said earlier, is all part of the
beauti ful process here, where a |ot of people, a |lot of very
creative people are always trying to think about sonething

new that will create a | ot of value of Enron.
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But we have been successful. W are different.
W' re not an El Paso-ron, we're an Enron. And we're Enron
because we do have nmuch better people, nuch better talent
wor ki ng here. That's now bei ng recogni zed in nationa
surveys, one after another.

So, again, let nme thank all of you worldw de that
are watching this today and participating init. Thank you
for the trenendous effort you' re putting out, the great
success that you're achieving, hopefully, the fun that
you' re having, but we all appreciate it, and just keep up
t he good work.

Thank you very, very nuch

[ Appl ause. ]

[ Wher eupon, the Enron All - Enpl oyee Meeting

concl uded. ]
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